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Introduction

Rochester Telephone Corp. ("Rochester”) submits this opposition to the petitions
for reconsideration filed by AT&T Corp. ("AT&T") and MCI Telecommunications
Corporation ("MCI"). Rochester will confine this opposition to three issues: (1) sharing; (2)
exogenous costs; and (3) the common line formula."

First, petitioners’ suggestions that the Commission improperly offered exchange
carriers a "no-sharing" option? are incorrect. The Commission properly decided that the
availability of a no-sharing option enhances the efficiency goals of price cap regulation.?

In addition, the removal of sharing is perfectly consistent with Section 201 of the

Communications Act.

! Although Rochester is not addressing each and every issue raised by petitioners, it believes
that none of the issues raised warrant reconsideration.

2 MCI at 9-14.

8 Price Cap Performance Review for Local Exchange Cariers, CC Dkt. 94-1, First Report and

Order, FCC 95-132, [ 193 (April 7, 1995) ("Price Cap Order").
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Second, petitioners present no valid basis, not already considered and rejected by
the Commission, for further tinkering with the definition of exogenous costs. At bottom,
petitioners want the Commission to define exogenous costs in a manner that can only
adversely affect exchange carriers. Adoption of such a one-sided scheme would be
arbitrary. The Commission should decline to adopt the proposals suggested by petitioners.
Third, the claims that the Commission should have immediately adopted a per-line
common line formula* lack merit. The Commission did not so clearly hold that exchange
carriers cannot affect common line demand that immediate adoption of a per-line formula
was required. Moreover, the selection of a particular common line formula is intertwined
with any decision to utilize a total factor productivity mechanism. The Commission
deferred consideration of the latter issue; it could properly defer consideration of the former
issue as well.
Argument

l THE COMMISSION PROPERLY OFFERED A
"NO-SHARING" OPTION.

MClI's assertion that the Commission failed to explain why it chose to offer a no-

sharing option® is patently incorrect. The remaining arguments that elimination of sharing

4 AT&T at 10-13; MCl at 19-21.

S MCl at 10-11.
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is somehow unlawful® are wrong. They afford no basis for the Commission to reconsider
this decision.

The Commission correctly recognized that sharing dilutes the efficiency incentives
of a price cap regime. As the Commission held:
We believe that the record developed in this proceeding shows
that the sharing mechanism deprives LECs and their
customers of the full benefits of lower prices and improved
efficiency that a pure price cap scheme can offer.’
The record fully supports that conclusion. Sharing undeniably dilutes the efficiency-
inducing incentives of a price cap plan. Because exchange carriers only keep a portion
of any efficiency gains that they achieve, they have less incentive to act efficiently than
they would under a pure price cap regime. MCI simply adds nothing to the record that the
Commission has not already considered and rejected.
its further claim that, absent sharing, exchange carriers' rates will rise to
unreasonable levels® is completely misplaced. MCI ignores the mechanics of price cap
regulation. Under price caps, rates cannot rise above the price cap. Moreover, the

productivity offset -- of whatever level chosen -- guarantees that rates decrease in real

terms each year that a price cap pian is in effect. MCI directs its challenge, not to the

6 MCI at 10-11.
! Price Cap Order,  191.

8 MCl at 12-13.
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existence of a no-sharing option, but to price cap regulation itself. The Commission,

however, answered that question over four years ago.®

The final assertion, that a price cap plan with a no-sharing option is unlawful under

section 201 of the Communications Act,’ also misses the mark. Rate-of-return regulation

is one option available to the Commission."" However, it is not the only means by which

the Commission may exercise its authority to ensure that rates are just and reasonable.’

The Commission has, for example, adopted a price cap plan for AT&T that does not

include sharing."

10

12

Policy and Rules Concerning Rates for Dominant Carriers, CC Dkt. 87-313, Second Report
and Order, 5 FCC Rcd. 6786 (1990).

MCI at 13-14

Naderv. FCC, 520 F.2d 182 (D.C. Cir. 1975).
Price Cap Order, Y] 225.

Id.

AT&T, like exchange carriers, is subject to section 201 of the Communications Act. If sharing
is mandatory for exchange carriers, as MCl suggests, then it is equally mandatory for AT&T.
MCI has never suggested that AT&T be so regulated. Indeed, AT&T itself does not suggest
that the no-sharing option is impermissible as a matter of law.

AT&T does ask that the Commission confirm that exchange carriers electing the no-sharing
option are still subject to sharing for the last seven months of the current tariff year. AT&T
at 7-8. The rules, however are not as clear as AT&T portrays. For this reason, a number of
exchange carriers -- including Rochester -- have asked for clarification or for a waiver to
enable them to elect the 5.3% productivity offset as of January 1, 1995, with the
understanding that they will not be subject to a sharing obligation for calendar year 1995.
The Commission should grant these petitions.
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Petitioners raise no new arguments regarding the no-sharing option that the
Commission has not already fully considered and rejected. Reconsideration of this issue

is unwarranted.
. THE COMMISSION SHOULD DECLINE TO REVISE
ITS TREATMENT OF EXOGENOUS COSTS AS
SUGGESTED BY PETITIONERS.

Except for those categories of cost changes that are specifically delineated in the
rules as exogenous, the Commission has decided to treat as exogenous only those
changes that affect "economic” costs, i.e., that have an effect on cash flow which is not
otherwise captured by the price cap formula.’ On reconsideration, petitioners seek further
tinkering with these rules.

AT&T raises, yet again, its contention that the expiration of the equal access and
network reconfiguration amortization should be treated as exogenous.' AT&T raises no
new arguments that would justify reconsideration. The Commission's price cap rules have
treated all equal access costs as presumptively endogenous. It would be grossly unfair --
particularly for the Tier 2 price cap carriers -- for the Commission to treat the expiration of
this amortization as exogenous, while requiring that all other equal access costs be treated

as endogenous. For companies such as several of Rochester's Tier 2 affiliates, equal

access conversion costs still represent a significant cost of doing business. While

“ Price Cap Order, Y] 293-94.

s AT&T at 13-18.
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Rochester has no objection to equal access being treated as a cost of doing business, the
Commission should treat all equal access costs similarly. AT&T only want those events
that benefit it to be treated exogenously. Such an approach would be arbitrary at best.

Moreover, adoption of AT&T's proposal would be entirely inconsistent with the
Commission's decision to treat only “"economic" cost changes as exogenous."® The
expiration of this particular amortization is no different in principle than the implementation
of Statement of Financial Accounting Standard 106. Both are accounting adjustments that
may or may not have an effect on cash flow. If the latter does not qualify for exogenous
treatment, neither does the former. AT&T's selective picking and choosing does not merit
reconsideration.

For its part, MC| wants exogenous cost changes limited solely to separations and
related changes that affect jurisdictional separations.” The Commission neither adopted
nor rejected MCl's proposal; it deferred consideration of it until it issues its Further Notice
in this proceeding.'® In any event, MCI| presents an unduly narrow view of the types of
costs that should qualify for exogenous treatment. If certain cost changes are beyond the

control of exchange carriers and are not reflected in the price cap formula, those cost

1 Rochester does not agree that only changes in "economic”" costs should be recognized as
exogenous. Nonetheless, if the Commission adheres to this standard, it cannot treat as
exogenous only those cost changes that would cause rates to decrease, while ignoring other
comparable changes that would have the opposite effect.

v MCI at 21-22.

'8 Price Cap Order, 1] 303.
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changes logically should qualify for exogenous treatment, yet would be excluded under
MCl's approach. For this reason alone, the Commission should decline, on
reconsideration, to adopt MCl's suggestion.*

. THE COMMISSION SHOULD DECLINE TO ADOPT
A PER-LINE COMMON LINE FORMULA.

MCI and AT&T seek to relitigate the Commission's decision not to adopt, for its
interim plan, a per-line common line formula.? The Commission neither accepted nor
rejected this claim; it deferred its decision until issuance of the Further Notice.?
Nonetheless, the Commission appropriately declined to modify the balanced 50-50
common line formula for the interim plan.

Contrary to AT&T's and MCl's characterizations, the Commission did not conclude
that exchange carriers have no influence on common line demand. The Commission's
tentative conclusion was far more cautious:

The foregoing conclusions suggest that it is not necessary to
create price cap incentives for LECs to increase growth in

® MCI also requests that the Commission adopt an additional exogenous cost adjustment in
the case of sales or swaps of exchanges to require an exogenous adjustment to the price
cap carriers' indices to account for changes in universal service fund support that such sales
or swaps occasion. MCI at 22-23. There is no reason to adopt this proposal. As the
Commission notes, it already requires a price cap index adjustment to account for revenue
requirement changes resulting from sales or swaps of exchanges. Price Cap Order, 1] 330.
Any additional adjustment is unnecessary and, as the Commission has also concluded, it
should not discourage transactions that have “identifiable public interest benefits." /d., 9 333.

20 AT&T at 10-13; MCl at 19-21.

2 Price Cap Order, 1] 271-73.
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common line usage, because they have little influence over
such growth.??

That is far too cautious an assessment upon which to base a change, for the interim plan,
in the existing common line formula and the Commission correctly declined to do so.?®
In addition, as the Commission correctly observes,* the issue of the appropriate
common line formula is intertwined with the choice of a methodology governing a
permanent productivity offset. To the extent that the Commission adopts a total factor
productivity approach to developing a productivity offset, it may become unnecessary to
include a demand-cap in the common line formula. The Commission appropriately

deferred this issue for future consideration.

2 id., 11 269 (emphasis added).

2 In addition, the Commission correctly observed that a number of countervailing factors --
"excessive rate churn and confusion" (id., ] 272) -- militate against a change in the common

line formula at this time.

2 Id., 9 275.
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Conclusion
For the foregoing reasons, the Commission should dismiss the petitions for

reconsideration.

Respectfully submitted,

i
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Michael'J. Shortley, Ill

Attorney for Rochester
Telephone Corp.

180 South Clinton Avenue

Rochester, New York 14646
(716) 777-1028

June 28, 1995
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